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A COST PRIMER

Since the approval of Public Law 863 directing changes in theégpvernment
accounting and budgeting systam5 & group of terms has come into use which secems
foreign to those of us raised on terms such ag allotments, obligations, and
expenditures. The so-called new terms are basic to the cost side of accounting
and budgeting and must become = rart of our everf?ﬁay operating langusge. In
order that talks, discussions, erticles, end regulations may be more meaningful
to all of us, the fundemental cost terms are defined or describedieﬁx.

;3;22'15 the use or consuming phase of operations. The dollar value of all items
such as our salary and operationalﬁéléts éﬂalggﬁlégéggjthat are used or consumed
in doing our daily Job are a cost of that Job; the costs that all of us incur

become a part of the cost of our orgenlzationel unit, of an activity, of a

major program of-the—tgeneyw A cost 1s incurred when employees have worked, o

'

contracﬁﬂcompleted, printing received, supplies and equipment issued to the
Person using them in his job. Thus cost is the final phase of the cycle of
ordering, receivingband using goods and services.

gogg-gégED ngﬁgﬁ are plans for operations stated in terms of the use of goods
' ' “Jho erdining o

and services asg Opposed 10 .when such goods and services ape—er&erc&~which 1s ocur
current obligation method of budgeting.

GOST JCCOUNTING is that method which provides for the recording of all the
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elements of cost incurred to accomplish a purpose, to carry on an activity or
operation, or to complete a unit of work or a specific Job.

COST;C,v is a unit (organlzational, project, activity) selected for the

burpose of accumulatlng costs that can be identified with a single management

responsibility. The record in which the cost data 1s accumulated is technically

called a cost account. In discussioni and writing{ these terms will be used
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COST CLASSTFICATION is the grouping of detae in such e manner that it will be
g a2

most useful to mansgement in discharging its responsibilities. The more common

classifications are: o
(j,l_ Lo

Direct costs - those which msy be identified specifically

with a glven orgenization, project, or activity such as operationsal
equipment used by a project.

Indirect costs - those incurred for joint orgenizetions, projects,

e

or activities such as statlon support. These costg are slso called

overhead costs.

Controllable Costs - those incurred ss a result of orders by
e b W e i BTl 5

the mansgement of en orgamization, project)or activity such as salaries,

travel, transportastion, equipment.

Nonggontrollable costs - those incurred in rendering & service
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to en organization, project}or activity and not resulting from the

direct order of the menegement of the orgenizstion, project or activity

d A ~
such as -owned transportation services.
%EQQBéEPJEQEE is a predetermined estimate of the emount that reasonably should

be incurred under specified conditions by en organization, project.or activity.
It has its greatest value as an ald to mansgement in evaluating the actual
cost of operations.

QO$T CONSCIOUSNESﬁ ls an awereness on the part of mensgement throughout all
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levels of th%éggggey g performaence and the cost of doing business. This

awareness ls attention to two major aspects of cost:

1. The comparison of the actual direct and controlleble costs
of the operations for which the particular level of manegement is

responsible with whaet those operations ressonably should cost; and
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2. The cost effect of demands on others to furnish services to
the operations.
The foregoing list of definitions is far from complete but does provide en
introduction to cost terminology. In the months and yeesrs tc come we will
heer more about costs and our list of terms will grow.
This change in budgeting and accounting with emphasis on cost is not
designed to cresate more problems of understanding but to provide information
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that enables manegement ,decisions be-mede on a more accurate and consistent

A

basis.
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